This paper examines three sets of major questions regarding the current US government's fiscal deficit and outstanding debt, tied to the 2009 economic stimulus programme, the American Recovery and Reinvestment Act (ARRA). First, I consider the claim that high levels of government borrowing drive up interest rates. These high rates then produce a heavy burden of government debt as well as heavy inflationary pressures. The evidence reviewed regarding each of these concerns demonstrates that none have emerged as serious matters since the enactment of the ARRA. Given this conclusion, the paper then questions why the ARRA did not then succeed in generating a strong economic recovery. I advance three primary reasons for the failure of the ARRA to achieve a strong recovery: (i) the ARRA relied too heavily on tax cuts as a means of bolstering private spending; (ii) household wealth declined dramatically during the recession, tied to the collapse of the financial bubble, and this in turn weakened the willingness of households to increase spending; and (iii) credit markets were locked up, especially for smaller businesses, despite the highly expansionary monetary policy stance adopted by the Federal Reserve. Building on these findings, I then develop a series of policy proposals aimed at promoting both a strong recovery in the short term and at reducing any remaining structural deficit issues in the longer term. The short-term programme focuses on extending loan guarantees, especially to small businesses, and taxing the excess reserves held by commercial banks. The longer-term agenda focuses on reducing government costs for health care and the military, and on increasing revenue through establishing taxes on financial market transactions.
Introduction
The US economy, as well as the entire global economy, fell into a severe recession following the financial collapse of 2008. To prevent a 1930s-level depression at that time, economic policymakers throughout the world-including the USA, the countries of the European Union, Japan, South Korea, China, India and Brazil-all undertook dramatic policy interventions designed to counteract the crisis. These included financial bailouts; monetary policies that pushed central bank-controlled rates close to zero; and large-scale fiscal stimulus programmes, financed by major expansions in central government fiscal deficits.
In the first major action of his presidency, Barack Obama signed into law the American Recovery and Reinvestment Act (ARRA) in February 2009. This fiscal stimulus programme included $787 billion in new spending initiatives and tax cuts to fight the recession. Unemployment stood at 8.2% at the time the ARRA was enacted, with the expectation at the time that conditions were likely to worsen, probably quickly and severely, before a recovery could take hold. The US federal deficit reached $1.4 trillion, or 10.0% of GDP in 2009 and 8.9% in 2010 . At the time of writing, the projected figure for 2011 was $1.7 trillion, or 10.9% of GDP. Prior to that, the US deficit averaged 2.0% of GDP under the full eight years (2001-08) of George W. Bush and 0.8% of GDP under Bill Clinton (1993-2000) .
Among the 27 countries of the European Union, fiscal deficits for 2009 averaged 6.8% of GDP, up from a 1.8% average between 2001 and 2007. The largest deficits for 2009 were those in Ireland (14.3%), Greece (13.6%), the UK (11.4%) and Spain (11.2%). France was also relatively high at 7.5%, while Germany was a low outlier at 3.3%. According to the EU Stability and Growth Pact agreed in 1997, annual fiscal deficits were supposed to not exceed 3% of GDP other than in severe recessions.
Fiscal deficits of this magnitude emerged first as the normal result of the recession itself, with tax revenues falling along with incomes, business profits and asset prices, while government support payments rose for 'automatic stabilisers' such as unemployment insurance, Medicaid and other basic safety nets. But, in addition, the ARRA and similar measures elsewhere deliberately added to the deficit for the purpose of bolstering government spending and aggregate demand, and thereby preventing the economy's floor from collapsing.
Roughly 18 months after these anti-recession measures were enacted, a wave of opposition to large-scale fiscal deficits emerged, with deficit hawks gaining strong momentum in the USA as well as Europe. The deficit hawks have since become the dominant voices in setting the economic policy agenda amid a fragile global recovery. Debates on macroeconomic policy focus around how much austerity to impose how quickly, given a perceived overarching imperative of dramatically reducing fiscal deficits. The idea of strengthening the recovery through further stimulus-aimed at creating a virtuous cycle of falling unemployment, improving business conditions, and falling deficits as a result of rising incomes and tax revenues-has faded into the background, at least in mainstream policymaking circles. This paper focuses on the situation in the USA. Many parallels with conditions and debates in Europe should be evident, but I only discuss the European situation in passing here, within the context of the US crisis.
At the federal level in the USA, Democrats and Republicans were consumed through the spring and summer of 2011 with the issue of whether, and under what terms, to authorise an increase in the legal ceiling for the amount of debt that the federal government could carry. The leading figures from both parties accepted the premise of the debate that reducing the deficit was the paramount economic policy concern. This was despite the fact that, as of this writing, the unemployment rate stood above 9% for more than 2.5 years after the 2008-09 recession had officially ended (according to the National Bureau of Economic Research). By the US Labor Department's broader indicator, including underemployed and discouraged workers, more than nearly 16% of all labour force participants were experiencing either unemployment, underemployment or were discouraged from seeking work. This amounts to 25 million people, a figure greater than the combined populations of New York, Los Angeles, Chicago and the other seven largest cities in the country. At the same time, state and local governments throughout the country were imposing major cuts on health, education and social services because of the severe drop in their tax revenues and the unwillingness of the federal government to expand revenue-sharing to make up the difference (Pollin and Thompson, 2011) .
We are clearly in the midst of a high-stakes debate about fiscal deficits and macroeconomic policy, in the USA and throughout the world. This paper examines three sets of major questions as they apply in the US case specifically. Section 2 begins with a brief review of the long-term pattern of fiscal deficits in the USA. It then turns to considering the arguments that have been discussed most prominently since policymakers shifted the focus of the debate from counteracting recession and mass unemployment to making austeritylevel cuts in the government's deficit and debt.
1 They begin with the claim that high levels of government borrowing drives up interest rates. These high rates then produce a heavy burden of government debt as well as heavy inflationary pressures. The evidence we review regarding each of these concerns demonstrates that none have emerged as serious matters since the enactment of the ARRA.
Given this conclusion, in Section 3, I consider why the ARRA did not then succeed in generating a strong economic recovery. I first consider the possible impact of 'Ricardian equivalence'-the position advanced most prominently by Robert Barro that government stimulus programmes, by their nature, are self-defeating. After arguing against this position, I review the most recent empirical research on multiplier effects for the US economy. Building from this literature, I consider two sets of factors that generate variation in the effectiveness of multipliers: (i) the specific ways through which aggregate spending is being expanded and financed; and (ii) the state of the economy when the stimulus measures are enacted. Within this framework, I then advance three primary reasons for the failure of the ARRA to achieve a strong recovery: (1) the ARRA relied too heavily on tax cuts as a means of bolstering private spending; (2) household wealth declined dramatically during the recession, tied to the collapse of the financial bubble, and this in turn weakened the willingness of households to increase spending; and (3) credit markets were locked up, especially for smaller businesses, despite the highly expansionary monetary policy stance adopted by the Federal Reserve.
Building on these findings from Section 3, in Section 4 I develop a series of policy proposals aimed at promoting both a strong recovery in the short term and at reducing any remaining structural deficit issues in the longer term. The short-term programme focuses on extending loan guarantees, especially to small businesses, and taxing the excess reserves held by commercial banks. The longer-term agenda focuses on reducing government costs for health care and the military, and on increasing revenue through establishing taxes on financial market transactions. I present these proposals for the purpose of illustrating viable paths for achieving a short-term recovery and a return to a structural deficit in the historic range of 2%-3% of GDP after the economy has moved into a sustainable recovery trajectory. They are not meant provide a definitive policy agenda.
I offer some brief summary observations to conclude the paper.
Interest rates, inflation and debt burdens
Figure 1 plots the level of US federal government deficits as a share of GDP from 1930 to the projected figure for 2012. It is clear from this figure that the experience following the 2008-09 financial crisis and Great Recession generated deficit levels of historic proportions. As we see, during World War II the fiscal deficit did spike at 30.3% of GDP and averaged 22.2% during 1942-45. Otherwise, the 2010-12 deficits, at around 10% of GDP, are the highest levels over this full span, including the 1930s Depression. Ronald Reagan's term of office is well known as having generated massive fiscal deficits, due to Reagan's policies of lowering taxes for the wealthy while dramatically increasing military spending. But as Figure 1 shows, the Reagan deficits peaked at 6.0% of GDP in 1983 and averaged 4.2% during his full eight-year term, 1981-90. Yet it is also the case that the huge increase in deficit spending during World War II did lead to the end of the mass unemployment crisis resulting from the 1930s Depression. Thus, US unemployment averaged 17.0% between 1930 and 1941. But with the expansion of federal deficit spending tied to the war effort, unemployment fell to 4.7% in 1942 and averaged 1.7% over 1943-45.
There has not been any comparable decline in unemployment since the federal deficits rose to the 10% of GDP level in 2010. Rather, unemployment was at 8.2% when the ARRA was enacted in February 2009, rose as high as 10.1% in October 2010 and remained at 9.2% as of June 2011. It is legitimate to consider what may have apparently rendered the level of deficit spending in 2009-11 ineffective at reducing mass unemployment and, similarly, to examine the arguments as to why such deficits may be an ineffective and even dangerous policy tool. $1.2 trillion (expressed on an annualised basis). By the fourth quarter of 2009, it peaks at $1.6 trillion. At the same time, as we see in Figure 2 , US Treasury borrowing rates did not rise at all, but rather fell sharply over this period. The rate on five-year Treasuries was at 5.0% in the second quarter of 2006. By the end of 2009, this five-year Treasury rate was 2.3%. This rate was still lower by the end of the first quarter of 2011, despite the fact that fiscal deficits by that point had been sustained in the range of 10% of GDP for 2.5 years.
Government borrowing and bond rates
Why have interest rates on government bonds remained so low despite the large deficits? Two factors are at play. The first is that financial market investors globally have been highly risk averse since the financial collapse, in a dramatic reversal of their mindset during the bubble years. Within that mindset, investors have been voting strongly in support of US government bonds as the single safest store of their wealth. The European fiscal crisis that began in the spring of 2010 and was ongoing as of November 2011 provided yet another reminder that however bad the conditions are in the USA, they can easily become worse someplace else. In addition, as discussed further below, Federal Reserve policy has been aggressively accommodative since the financial crisis began and the primary tool for maintaining an accommodative stance has been to maintain low interest rates. The Fed has targeted both the traditional short-term federal funds rate as well as longer-term bonds, through their two 'quantitative easing' initiatives.
Inflation
The fiscal deficits of 2009-11 did not exert any upward pressure on inflation, as observed either by the actual Consumer Price Index (CPI) inflation rate or by indicators of expectations of future inflation. The data in Table 1 show the movements in the CPI inflation rate from the time the federal stimulus programme began in March 2009 through June 2011. The table also shows comparable figures for the 28-month periods emerging out of the previous five recessions.
As the top row of for deflation have been roughly as strong as any inflationary forces in the economy over this period. This is despite the fact that food and oil commodity prices-the main sources of 'headline inflation'-both spiked over this period. Moreover, as Table 1 shows, inflation over March 2009 to June 2011 has also been weak relative to the 28 months after cyclical trough months during the previous five expansionary periods. The most recent recovery of November 2001 to February 2004 was similar in the movement of the inflation rate. Otherwise, inflation rates were consistently higher in the previous recoveries, despite the fact that levels of deficit spending were far lower than the most recent years. Of course, special circumstances were associated with each of the previous recoveries, including the presence of inflationary pressures driven by oil price shocks both in the early 1970s and the early 1980s. Still, as noted above, oil prices did also spike between 2009 and 2011. But the more general point is that the fiscal deficit since March 2009 has clearly not pushed up the CPI inflation rate.
What of inflationary expectations? We obtain a measure of the extent of this in financial markets through the spread between the short-and long-term Treasury rates. This spread widens when inflation expectations rise, since the market participants incorporate a premium into long-term rates to cover the expected erosion in the real value of the dollar. There is effectively no default risk associated with US Treasury debt of any maturity and, as such, comparing Treasuries of alternative maturities provides a clear measure of inflationary expectations independent of perceptions of default risk.
In Figure 2 cited above, with monthly data for 2006-11, we can see that the spread between six-month Treasury bills and five-year Treasury bonds did begin widening in 2008. For 2006-07 there was almost no difference between the two Treasury rates. In contrast, the spread from 2008 to 2011 averaged 1.6 percentage points. This suggests that the fiscal deficits did create some inflationary expectations, even though the actual inflation rate did not rise.
However, we obtain a clearer sense of this rise in inflation expectations through observing the movement in the Treasury rate spread over a longer time period. the spread since 1990 onward shows is that the most recent rise in the spread was relatively mild by historical standards. This is despite the fact that the fiscal deficit rose so sharply and that media reports about the inflationary impact of the rising deficit were widespread. Overall, considering both the evidence on actual inflation rates as well as inflationary expectations, it is clear that the impact of the most recent rise in the fiscal deficit on inflation has been modest. Why has this been so? Why haven't inflationary pressures emerged? In fact, there is no coherent argument as to why government borrowing per se should generate inflationary pressures or an inflation premium. If government borrowing leads to significant increases in the utilisation of labour, materials and capital stock, this could potentially be inflationary. But this kind of demand-pull inflation has not occurred, with unemployment having averaged above 9% from early 2009 through mid 2011.
Another potential channel for inflation premiums to emerge would be through fiscal expansion leading to excessive debt monetisation, which can increase liquidity. This is of course a variation on the traditional monetarist arguments about 'too much money chasing too few goods'. As we will see, the Federal Reserve has indeed pursued an extremely accommodating monetary policy, in correspondence with the expansionary fiscal policy. But again, this also has clearly not created significant inflationary pressures.
Debt burden
Probably the main focus in the debate on the fiscal deficit is that it is creating a massive and unsustainable burden on government finances. This argument is frequently focused on the government debt/GDP ratio. As we see in Figure 4A , the federal debt held by the public did rise sharply in 2010, from 36.2% of GDP in 2008 to 53.5% in 2010. The projected debt/ GDP ratios for 2011 and 2012 are higher still, at 62.2% and 72.0%, respectively. At the same time, as is clear from the figure, the USA operated with a debt/GDP ratio above 50% from the World War II spike in borrowing in 1943 until 1956. The federal debt/GDP ratio hit a peak of over 100% in 1945-46. The federal debt/GDP ratio rose sharply in the early 1980s under President Reagan, after having fallen steadily since the World War II peak. The figure for 1982 was 25.8%, which rose to a high of 49.1% in 1996. But there is a still more crucial feature that distinguishes the rising federal debt/GDP ratio of the 1980s relative to the current period. That is, the interest rate on the debt in the 1980s was much higher, with the five-year Treasury averaging 10.4% for the full decade, as opposed to 2.0% in 2009 through the first half of 2011. This difference in interest rate levels creates an entirely different scenario in terms of assessing the real burden of the federal debt. The most directly relevant measure of the federal debt burden is the interest payments that the government must make to service the debt at any given time, not the stock of debt considered independently of interest obligations. As we see in Figure 4B , interest payments as of 2010 were at near historic lows from the mid 1950s onward, at 5.7% of total federal outlays. The average ratio of federal interest payments/outlays between 1960 and 2010 was 9.9%.
Moreover, even with the huge expansion of the fiscal deficit in 2009, the interest burdens on the federal debt will continue to be low moving forward, given that low federal borrowing rates have been maintained from 2009 onward. Thus, considering that the USA borrowed $1.4 trillion in 2009, annual interest payments on this borrowing will be about $31 billion if we assume, reasonably, that the rate on five-year Treasuries represents the average rate for all government borrowing at all maturities in 2009. Let us now consider alternative scenarios for government interest payments, assuming different levels of prevailing interest rates. For example, if the USA had borrowed in 2009 at the average rate that prevailed in the 1980s (10.4%), the additional interest payments in 2010 would have been $146 billion. This would have represented fully 47% of the total interest payments that year of $310 billion, including the $164 billion accrued from borrowing before 2009. Even if we assume that interest payments were at the average for the previous five business cycles (7.7%), the interest payments in 2010 would be $108 billion, representing 40% of the overall interest payments that year of $272 billion (including the $164 billion accrued prior to 2009). These differences would only be compounded in 2011 and 2012. As such, because federal borrowing rates have remained historically low since the financial crisis and recession began, the actual government debt burden for 2010-12 will also remain near historic lows in those years.
These basic facts have received virtually no comment in the debates in the USA over the fiscal deficit. What has rather received considerable attention is the research advanced by Reinhart and Rogoff (2010) that, as a general proposition, countries experience an average decline in GDP growth of 1% when the level of indebtedness of the country's central government rises above 90% of GDP. Reinhart and Rogoff base their conclusion on the experiences of 44 countries spanning about 200 years. Within this very broad set of observations, they hold that once a government's debt level rises above 90%, the costs to the governments of servicing the debt become highly burdensome. This makes it more difficult for the government to maintain its prior levels of expenditures through tax revenues. The risk premium for the government's bonds is also rising, making further borrowing more costly. Governments may well attempt to reduce their debt burden through inflation in these circumstances, but this will only exacerbate the problem of rising riskiness for the government's bonds.
However much Reinhart and Rogoff's broad historical findings may apply generally for countries throughout the world, they have little specific relevance for assessing the US fiscal situation at present. This is precisely because US Treasuries remain highly desirable as a safe store of wealth in the current environment, which is why they continue to be purchased at historically low interest rates. However, even if the Reinhart/Rogoff position was relevant to the contemporary US economy, in fact, as we have seen, the US federal debt, at around 62% of GDP for 2011 and projected at 72% for 2012, still remains safely below the 90% threshold. As discussed below, it is also not difficult to develop viable alternative scenarios for stabilising and reducing the US structural deficit after the recession ends.
Why the stimulus didn't end the recession
If the fiscal expansion did not cause either interest rates or inflationary pressures to increase, or the government's interest payment burden to rise significantly, why didn't the economy then respond more positively to the large-scale injection of fiscal stimulus?
One possible explanation, coming from the new classical macro tradition, is straightforward. The Obama stimulus failed because it was never capable of succeeding. This is due to what Robert Barro first termed 'Ricardian equivalence', the argument that households and businesses view the government deficits as creating increased future tax liabilities for themselves. As such, they anticipate these future tax burdens in their present behaviour by reducing their present levels of spending, more or less by the amount that their future tax burden will rise. The rise in deficit-financed government spending will therefore be matched by an equivalent reduction in private sector spending, i.e. the multiplier effects of a government debt-financed stimulus programme will be zero. Barro argues that it is much more plausible to assume that the multiplier is zero as opposed to some significant positive number. In the zero multiplier case, as Barro writes, 'the real GDP is given, and a rise in government purchases requires an equal fall in the total of other parts of GDP-consumption, investment and net exports ' (2009, p. 2).
Barro's notion of Ricardian equivalence has always rested on an implausible set of behavioural assumptions, including that businesses and households operate with perfect foresight within the context of perfectly functioning financial markets. This is how they are able to accurately calculate their future tax burdens associated with current fiscal deficits. His model also assumes that the households and businesses will always choose to save more money now to cover these future tax burdens rather than, at least in some substantial number of cases, spend more now and worry about the future later. 4 Irrespective of these implausible assumptions, the conclusions of John Taylor's (2011) recent empirical analysis of the ARRA and the two prior US fiscal stimulus initiatives are consistent with Barro's premise of a zero multiplier. Taylor finds that these three stimulus measures 'did not have a positive effect on consumption and government purchases, and thus did not counter the decline in investment during the recessions as the basic Keynesian textbook model would suggest'. According to Taylor, this is because:
Individuals and families largely saved the transfers and tax rebates. The federal government increased purchases, but only by an immaterial amount. State and local governments used the stimulus grants to reduce their net borrowing (largely by acquiring more financial assets) rather than to increase expenditures, and they shifted expenditures away from purchases toward transfers. (2011, p. 701) However, it is important to note that while Taylor's empirical results are consistent with Barro's theoretical model, these results do not rest on Barro-type behavioural propositions. Indeed, contrary to the tenets of Ricardian equivalence, Taylor acknowledges that stimulus programmes could, in fact, be effective if they were focused on directly expanding government purchases, as opposed to tax cuts, transfer payments or providing funds to state and local governments that do not entail direct increases in aggregate spending. Put in other terms, one can generalise from Taylor's conclusions that stimulus programmes can be more or less effective, depending on the specifics of their design. In addition, one can infer from Taylor's observations that the most effectively designed stimulus programme is likely to be one in which the main driver is a direct net expansion of government spending.
This view from Taylor's study is consistent with other recent research on stimulus programmes and multipliers. As one important recent example, a survey paper by Ramey (2011) focuses specifically on multipliers that result exclusively through deficit-financed government purchases. Ramey finds that the most likely range of values for this specific type of multiplier is between 0.8 and 1.5. She also acknowledges that a reasonable case can be made for a broader range, of between 0.5 and 2.0.
Ramey's broader set of estimates is also consistent with those of an earlier survey paper by Hemming et al. of the International Monetary Fund (IMF; , who reported estimates for the case of the USA that range between 0 and 2.0.
5 One of the central observations in the Hemming et al. survey that Ramey does not consider is that the impact of the government's deficit spending will vary based on conditions in the economy when the spending injection occurs. This same point is also emphasised in a recent paper by Parker (2011). 6 In attempting to explain the wide range of values for a US multiplier, Hemming et al. argue that the conditions under which a government stimulus will generate a relatively large multiplier will include the following: significant excess capacity; liquidity-constrained households; government spending is not substituting for private spending; the government is not facing financing constraints; and there is an accompanying monetary expansion with limited inflationary consequences. More generally then, these various studies-Taylor, Ramey, Parker and Hemming et al. as well as the underlying research studies they survey-identify two sets of factors that can generate variation in the magnitude of multipliers: (i) the specific ways through which aggregate spending is being expanded and financed; and (ii) the state of the economy when the stimulus measures are enacted.
Considering the list of conditions specified by Hemming et al. can provide a useful framework for assessing the effects of the ARRA. In fact, conditions in the US economy when the ARRA was enacted in February 2009 corresponded well with the conditions that 5 Freedman et al. (2009) of the IMF Research Department provides a more recent, if less detailed, survey on the evidence regarding multiplier effects. The basic findings of this updated research are consistent with those from Hemming et al. (2002) . 6 Parker concludes his paper by observing 'To date, much recent work on the effects of fiscal policy implies that its impact on consumption, output, and other economic outcomes is the same in a booming economy as in the depths of a recession . . . It seems desirable to relax this assumption. Some theoretical and some empirical work that allows state dependence in the effects of policy suggests that state dependence may be quite important, and that recessions, or only some recessions, may be times when fiscal policy is particularly potent. But an important difficulty with further investigation is the limited macroeconomic data available on the effect of policy in recessions (or deep recessions) ' (2011, p. 716 ).
Hemming et al. identify as being conducive to a large multiplier. With unemployment at 8.2% and industrial capacity utilisation at 70.2% as of February 2009, the economy was clearly operating with considerable excess capacity. Households were also clearly liquidity constrained, due to stagnant or falling incomes, high unemployment and heavy debt obligations. The financial crisis brought a sharp increase in risk aversion by private investors and a corresponding drop in private investment, so the rise in government spending would not be substituting for private spending.
7 Extremely low Treasury bond rates and a relatively low debt-servicing burden also meant that the federal government did not face major financing constraints. Inflation was negligible and monetary policy was highly accommodating, with the federal funds rate close to zero.
Given such favourable conditions for a strong federal spending multiplier, why then, nearly three full years after the stimulus bill was enacted as of this writing, did official unemployment remain stuck at above 9% and the recovery remain fragile? I would emphasise two basic explanations to this question, drawing from the two sets of factors cited above that generate variation in multipliers. That is, we need to examine: (i) the multiplier effects deriving from the specific components of the ARRA stimulus; and (ii) the fact that, over the span of the entire post-World War II era, this recession was unprecedented in its severity. Table 2 presents a basic breakdown of the components of the ARRA stimulus. As the table shows, these components were as follows:
Components of stimulus and multipliers
(i) 35% transfer payments, of which by far the largest component was unemployment insurance;
(ii) 24% tax cuts, most of which went to upper-income households and businesses;
(iii) 22% for state and local government support, divided equally between health care and education; and (iv) 19% for infrastructure, including non-traditional areas such as the green economy, along with the traditional areas of transportation, water management and energy transmission. Table 3 reports the range of estimates provided by the Congressional Budget Office (CBO) for output multipliers associated with each of the components of the ARRA. The first thing that stands out with these figures is that, especially for the activities with relatively large estimated multipliers, the range between the low-and high-end estimates is also large. Thus, as we see, for federal government purchases and transfers to state and local governments for infrastructure spending, the multipliers range between 1.0 and 2.5, i.e. the high estimate is 2.5 times larger than the low estimate. With transfer payments to individuals, the multiplier ranges to a similar extent, between 0.8 and 2.1. In short, we are obviously working with broad, imprecise approximations in assessing the impact of multipliers.
Allowing for this uncertainty, it is still also clear that there are large differences in the range of values for the various output multipliers. The largest impact multipliers are for government purchases and transfers for state and local governments, with both ranging between 1.0 and 2.5. At the other end, the range of estimates for the multiplier for higherincome tax cuts is between 0.2 and 0.6. Considering these data from Tables 2 and 3 as a whole, a few crucial results emerge. First, in the three areas where the multipliers are large-federal infrastructure purchases; state and local government spending, including infrastructure here as well along with health care and education; and transfer payments to individuals-the ARRA did provide substantial funds, around 75% of the total stimulus. However, with unemployment insurance and support for state and local education and health care, the stimulus funds were compensating for the income losses of the unemployed and deep revenue shortfalls experienced by state and local governments (Pollin and Thompson, 2011) . In these areas, the ARRA did contribute significantly to bracing the floor of aggregate demand in the US economy that would have otherwise collapsed. But the stimulus funds were not injecting net new spending into the economy. Second, the ARRA was injecting net new spending into the economy with federal government purchases for its own infrastructure projects, including those for the green economy. The multiplier effects of these initiatives were large. But with these areas of the ARRA, the rate at which funds could be injected into the spending stream was necessarily slower than could have occurred with transfer payments and tax cuts.
Third, a high proportion of the overall ARRA-24%-went to tax cuts. As is clear in Table 3 , these have weak multiplier effects. These measures will have improved the balance sheets of households and businesses modestly, but, on their own, would not have provided any significant injection of aggregate demand.
Taking these factors as a whole, it would not be surprising that the overall stimulus effects of the ARRA would be relatively weak.
Severity of recession
There were also two larger factors, indeed major headwinds, weakening the multiplier effects of the stimulus programme still further. These were the collapse of household wealth and the equally severe drop in borrowing and lending to support productive investments. step with the inflating financial bubble. But household wealth then collapsed along with the bubble-falling by $17.6 trillion from 2006 to 2008 to $53.1 trillion, a nearly 25% decline in just two years. Even with household wealth having recovered as of mid 2011, it was still, at $58.1 trillion, 17.8% below the 2006 peak. Research examining the wealth effect on consumption (e.g. Federal Reserve researchers Maki and Columbo, 2001 ) generally finds that households will reduce their spending by between three and five cents for every dollar of wealth that they lose, i.e. a wealth effect of 3%-5% in total spending relative to the change in household wealth. This does assume, as is likely under the recent circumstances, the households see this loss of wealth as a long-term change in their financial situation. Thus, even taking the lower-end 3% estimate as the size of the wealth effect, the loss of $17.6 trillion in household wealth would imply a roughly $525 billion reduction in household spending. This figure is two-thirds the total amount of the two-year stimulus package of $787 billion. Figure 6 shows the dramatic contraction in business borrowing and lending resulting from the 2008-09 financial crisis and recession. As we see, for non-financial corporations, borrowing fell from $871 to $4.3 billion between 2007 and 2009. Corporate borrowing did then recover fairly strongly in 2010-11. However, the pattern is much more severe for non-corporate businesses, which includes most smaller businesses. For these firms, borrowing fell from $526 billion in 2007 to 2$346 billion in 2009, i.e. in 2009 non-corporate businesses did no net borrowing, but rather paid back $346 billion in outstanding loans. This means that, over 2009, smaller businesses made repayments at a level of more than 2% of the total US GDP rather than borrowing to inject new spending into the economy. Non-corporate businesses in the aggregate then continued this basic pattern through the first quarter of 2011, undertaking no net borrowing. This collapse of net borrowing and lending, especially with respect to smaller noncorporate businesses, reflects an ongoing high level of risk aversion by both borrowers and lenders with respect to new productive investments, as opposed to pure financial engineering. 8 This risk aversion is a result of both demand and credit constraints emerging out of the recession. Of course, businesses are reluctant to borrow and invest when they observe weak conditions in their target markets. That is precisely why accelerator effects in models of business investment behaviour-in which the rate of new business investment is a function of changes in overall sales or economy-wide spending-have consistently performed strongly in econometric studies.
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At the same time there is strong evidence that a high proportion of small businesses have been willing to borrow to expand their operations even under the weak recovery conditions, but that they have been denied credit or see the costs of borrowing as still too high relative to the levels of market risk. Thus, a summer 2011 survey by Pepperdine University's Graziadio School of Business and Management found that 95% of business owners report wanting to execute a growth strategy, but only 53% were obtaining the funding they needed to execute that strategy (Paglia 2011) . Meanwhile, bankers were reporting that they were rejecting 60% of their loan applications. These results are similar to those from a survey conducted by the Federal Reserve Bank of New York in October 2010, about ten months earlier (Federal Reserve Bank of New York, 2010). The Fed survey reported that roughly three-quarters of those who applied for credit were either turned down outright or had only part of their request met, with fully one-third receiving no funds. The two sectors facing the most difficulties in obtaining credit were construction and retail. The Fed survey did also find that these credit market obstacles were operating in tandem with declining sales as major factors facing small businesses in the aftermath of the financial crisis and recession.
In addition to businesses getting their loan applications turned down outright, borrowing rates for average businesses have remained relatively high through the recession, even while commercial banks have been able to borrow on the federal funds market at nearzero rates since the beginning of 2009. We can see this in Figure 7A , which shows the monthly movements of the federal funds rate and the Baa corporate borrowing rate from 2001 to June 2011. The Baa rate applies to corporations that are perceived as sufficiently low enough of a risk to obtain an investment-grade bond rating, while still being at the high-risk end of investment-grade firms. The rates that would apply to non-corporate businesses would generally be higher than the Baa rate, as they would be perceived as more risky than an average corporation. As Figure 7A shows, the Baa rate did fall in correspondence with the Federal Reserve maintaining the federal funds rate at close to zero since January 2009. However, the decline of the Baa rate is relatively modest, especially given the Fed's extremely accommodating policy stance. That is, the Baa rate as of June 2011 was 5.75%, roughly equal to the Baa rate of 5.86% that prevailed in mid 2005 when the federal funds rate was 3.04. Even when the Fed set the federal funds rate as high as 5.25, the Baa rate averaged about 6.4%. This is all while commercial banks and other depository institutions, with the capacity to borrow on the federal funds market at near-zero rates, have accumulated reserves to an unprecedented extent. As we see in Figure 7B For an aggressive monetary policy to be effective in promoting affordable credit throughout the economy, it is obviously necessary that such cheap rates be available to commercial banks. Non-financial businesses, especially smaller businesses, also need low rates accessible to them, but Federal Reserve policies have failed to accomplish this.
What if there had been no ARRA?
Despite these massive obstacles to recovery imposed by the magnitude of the recession, it is still the case that the downturn would have been significantly more severe in the absence of the ARRA. This follows even from Taylor's review of the evidence, from which, at the very least, we can still conclude that: (i) the share of the ARRA channelled into direct federal spending was directly stimulative; (ii) the share that went to state and local governments and unemployment insurance prevented the economy's floor from collapsing; and (iii) the share devoted to tax cuts counteracted, even if modestly, the negative effects on consumption of the nearly $18 trillion in household wealth having evaporated.
The CBO generated counterfactual estimates of the impact of the stimulus, based on reports the government received from recipients of ARRA funds as well as the results generated by three alternative macro forecasting models. 11 The main results of these counterfactual exercises are summarised in Table 4 . As can be seen, the CBO finds that the ARRA contributed between about 1% and 2% to GDP in 2009 GDP in and 2011 GDP in , and up to 4.2% in 2010 . They also find that unemployment would have been 0.3%-0.5% higher in 2009, 0.7%-1.8% higher in 2010 and 0.5%-1.4% higher in 2011. Considered overall, these are significant effects, even while being far too modest relative to the impacts of the financial collapse and Great Recession.
Policy alternatives: where the evidence leads
The foregoing analysis as to the inability of the ARRA programme to bring down mass unemployment also helps establish a framework for designing policies that could be effective in advancing a strong recovery in the short run. This discussion can then also help frame a viable longer-run approach to managing the government's structural fiscal deficit. I present these proposals for the purpose of illustrating viable paths for achieving a shortterm recovery and a return to a structural deficit in the historic range of between 2% and 3% of GDP after the economy has moved into a sustainable recovery trajectory. They are not meant to provide anything like a definitive policy agenda.
Learning to pull on a string
Operating in concert with the ARRA stimulus programme, US monetary policy has certainly been expansionary according to the standard measure of forcing down the federal funds rate and keeping it near zero for 2.5 years as of this writing. However, conducting an effective expansionary Federal Reserve policy must entail more than simply keeping the federal funds rate close to zero. The real aim of expansionary monetary policy must be to produce conditions in credit markets that will encourage household spending and business investments, which in turn can generate millions of decent jobs. Indeed, the more apt term here should be 'credit market policy' as opposed to 'monetary policy'. In any case, the situation since the fiscal stimulus programme was enacted is that, despite the federal funds rate being held at close to zero for roughly three years, the ongoing tight credit conditions have stood as a huge barrier to the success of the fiscal stimulus. But conditions in the credit markets since the recession began are hardly unique relative to previous recessions and the 1930s Depression itself. Indeed, they represent just the current variation on the classic problem with monetary policy in recessions of reaching a 'liquidity trap' and trying to 'push on a string'. This is when banks would rather sit on cash hoards than risk making bad loans and when businesses are not willing to accept the risk of new productive investments, even if costs of capital are low. These problems can appear as insurmountable from a policy perspective as long as one defines the limits of monetary/credit market policies as the power of the Federal Reserve to move the federal funds rate up or down. Within that limited range of possibilities, it is obvious that the federal funds cannot go below zero. However, the government, including especially the Federal Reserve, does also have the power to introduce other tools as needed, as Chair Bernanke himself has demonstrated since the onset of the financial crisis and recession. Among other actions during that period, Bernanke dramatically expanded the Fed's lending facilities to include mortgage brokers, money market funds and insurance companies. The Fed also began purchasing commercial paper directly in this period. The Fed also undertook two rounds of 'quantitative easing', i.e. purchasing long-term Treasuries rather than short-term T-bills to bring down the spread between the long-and short-term interest rates. But the Fed clearly needs to move beyond these measures, to enable US policy to 'pull on a string', firmly and persistently.
This will entail both carrots and sticks. The carrots would be measures to substantially reduce the level of risk being faced by both borrowers and lenders. This can be done through the government's existing loan guarantee programme. In 2009, the total level of loans guaranteed by the federal government was about $340 billion. 12 The two largest categories were subsidised mortgage and student loans. About $50 billion went to business loans, through the Small Business Administration and Export-Import Bank. In the current climate, the federal government should roughly double its overall loan guarantee programme, i.e. inject another $300 billion in guaranteed loans into the credit market and shift the focus of the new guarantee programmes to business. Overall guarantees would therefore be about $600 billion, with a $300 billion increase from 2009. For this initiative to be effective at reducing risk and encouraging new investment, the terms on the guaranteed loans will have to be generous, i.e. very large guarantees (in the range of 90%), low or no fees on the loans and low interest rates for borrowers.
The sticks would be for the federal government to tax the excess reserves now held by banks. This should create a strong disincentive for banks to continue holding somewhere around $1.4 trillion-again, nearly 10% of GDP-in excess reserves. It is difficult to know in advance what the appropriate tax rate should be for this purpose-probably in the range of 1%-2%. But any such initiative should also allow Congress to operate with flexibility, to adjust the rate as needed for channelling excess reserves into job-generating investments. For starters, the Fed needs to stop paying interest on bank reserves. It currently pays 0.25% on these accounts.
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One crucial feature of this combination of policies is that its impact on the federal deficit will be negligible. Loan guarantees are contingent liabilities for the federal government. Expanding the existing level of guarantees would entail some modest increase in administrative costs. Beyond this, the government would incur costs only as a result of defaults on the guaranteed loans. If we assumed the default rate remained at roughly the 2007 level for the expanded programme, this would add about $9 billion, or 0.3%, to the federal budget. Even if, implausibly, the default rate on the new loans doubled relative to the 2007 levels, this would still increase the federal budget by only 0.6%. A significant share of this budgetary expense could be covered by the revenues generated by the excess reserve tax. 
Maintaining fiscal stimulus until the recession is over
Considered on their own, even well-executed measures to pull on the credit string will not succeed if the federal government follows through on the austerity approach being proposed at the federal level as well as actively implemented at the state and local levels. Indeed, we would end up with the mirror image of our current situation: expansionary credit policies with contractionary fiscal policies instead of expansionary fiscal policies but tight credit conditions. Thus, until a strong recovery has taken hold, it is crucial for the federal government to maintain an expansionary fiscal stance. This first entails reversing the cuts at the state and local government levels that have been implemented since the beginning of 2011. For the 2012 fiscal year, this would mean approximately $80 billion in additional federal revenuesharing support for state and local governments. The federal government must also continue to finance unemployment insurance, without the delays and political posturing that have now emerge chronically as extensions are debated. We cannot calculate how much this will cost until we know how successful other measures are at bringing down unemployment. But the government should be prepared for expenditures in the range of $30 billion.
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As we have seen, the ARRA included approximately $150 billion over two years for infrastructure investments. This level of overall commitment to public infrastructure investments needs to at least be maintained into a recovery and beyond. Assessments of the long-term infrastructure investment needs for the US economy are in the range of $70-$130 billion per year over the next 20 years . Federal clean energy spending also needs to continue, at least in the $50 billion per year range. In particular, the federal government should undertake a three-year $150 billion programme to retrofit public buildings throughout the country. This will generate 800,000 new jobs per year. The investments will pay for themselves in three to four years through gains in energy efficiency ).
The long-term policy agenda
It will be helpful to begin with a straightforward point. That is, if the economy can manage to enter into a sustained recovery rather than being pushed into a double-dip recession, the growing economy will itself generate major reductions in the deficit. This is because when unemployment rises in a double-dip recession, the government is faced with huge extra spending burdens through unemployment insurance, food stamps, Medicaid and related social safety net commitments. Conversely, when people are newly employed, they can support themselves and pay more taxes. For example, Blanchard and Perotti (2002) found that for the US economy a 1% increase in GDP will produce a combined improvement in the government's fiscal situation of about 2.1%, including both increases in tax revenues and reductions in government transfer payments. Let us assume for the moment that Blanchard and Perotti's estimates hold up as a recovery is sustained, including to the point where unemployment has fallen significantly. Under such circumstances it follows that, without any increases in tax rates or cuts in spending programmes, the US fiscal deficit could probably be cut by $500-600 billion if unemployment could be driven down to around 4%.
I have argued elsewhere that within a three-year time period reaching a goal of 4%-5% unemployment is realistic . Still, the economic landscape is too cluttered with landmines to count on the attainment of near-full employment to close the long-term deficit gap by itself. It is therefore useful to consider the deficit forecasts over the next decade developed by the CBO as a less optimistic framework for addressing the long-term fiscal situation.
In its June 2011 long-term budget outlook report (CBO, 2011B), the CBO developed two sets of budget projections: an 'extended baseline scenario' and an 'alternative fiscal scenario'. All such exercises are necessarily conducted through making a large number of assumptions about the prospects for economic growth, employment, government spending programmes, tax policies and related matters. The CBO does acknowledge the extent to which its forecasts depend on various combinations of assumptions. That is precisely why they present their 'baseline' and 'alternative' scenarios, in which the baseline case includes more favourable assumptions about the factors affecting the fiscal budget. Thus, for 2021 the CBO projects the fiscal deficit at 3.1% of GDP under the baseline case and 7.5% with the alternative scenario. For our discussion, it would be a detour to sort through the range of assumptions driving each scenario to their respective deficit forecasts. But it will be helpful for our discussion to operate with a reference point derived from the two CBO cases. Let us therefore set as this reference point the midpoint between their two deficit projections, which would be a fiscal deficit at 5.3% of GDP in 2021.
As an initial observation, a fiscal deficit at 5.3% of GDP is obviously a huge decline from the deficits at roughly 10% of GDP for 2010 and 2011. But deficits in the range of 5% of GDP are still well above the average figure of around 2% of GDP over the post-World War II era. But are long-term deficits at roughly 5% of GDP necessarily a problem? To answer this it will be useful to briefly review some basic distinctions between cyclical and structural deficits, i.e. deficits that emerge through recessions versus those that occur over the course of a full business cycle. It is also helpful to distinguish deficits used to finance the government's ongoing operations versus those devoted to productivity-enhancing capital investments.
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If the economy is operating at or near full employment there is no longer any need to finance current expenditures through deficit spending. Indeed, over the course of the business cycle the government's operating budget should be held in approximate balance. Running large structural deficits on operating budgets will likely be regressive. This is because government interest payments are funded by tax revenues coming primarily from the income taxes paid by middle-class taxpayers. These interest payments thus effectively serve as transfer payments from the middle class to wealthy bondholders and institutional investors, regardless of whether these bondholders are located in New York, Tokyo, London, or Beijing.
In an approximate full employment economy, the legitimate basis for maintaining a fiscal deficit is to finance long-term projects that will enhance the economy's long-term productivity-such as infrastructure projects or investments to build a clean-energy economy. The appropriate level of deficit spending of this type should roughly correspond to the economy's growth rate of productivity (appropriately defined, i.e. investments that move the economy away from carbon-emitting fossil fuels raise the economy's net rate of production of goods). The productivity increases and corresponding rise of per capita GDP would then generate the revenue increases to cover the added interest expenses in the government's budget. Based on this principle, we should aim to maintain a structural deficit in the range of 2%-3% of GDP, as opposed to a roughly 5% midpoint figure we derive from the alternative CBO scenarios.
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This level of long-term deficit reduction could be achieved through several alternative combinations. I consider here three options that have been at the centre of debates in the USA over 2010-11. These are cuts for the health care industry and the military as well as a tax on financial market transactions. We consider them in turn.
4.3.1 Health care. The US government spent about $800 billion in 2010 on Medicare and Medicaid, which amounted to 5.6% of GDP. Even in its baseline case the CBO 16 A classic analysis of these issues is Eisner (1986) . 17 As Eisner (1986) made clear, we do need to recognise major ambiguities lurking amid these simple principles. For one, do we include educational spending-a major component of combined federal, state and local government budgets-as part of current operations or (human) capital investments? What about capital expenditures for the military or health care equipment? There is also the huge matter of when the economy is actually operating at full employment-not just the rate at which inflation is likely to accelerate given existing institutional arrangements [i.e. the Non-Accelerating Inflation Rate of Unemployment (NAIRU)]? projects this figure to rise to nearly $1.6 trillion or 6.8% of GDP by 2020. As was noted regularly during the recently concluded health care debates, the USA spends in totalincluding private spending as well as Medicare and Medicaid-about twice as much per capita as other highly developed countries such as Canada, Japan and those in Western Europe on health care. This is while these other countries deliver universal health care coverage, longer life expectancies and generally more healthy populations. The problem with the US health care system is that we spend far beyond other countries for drugs, expensive procedures, and especially insurance and administration. We also devote less attention to prevention.
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The Obama health care reform bill (the Patient Protection and Affordable Care Act) that became law in April 2010 aimed at controlling these costs-'bending the health care cost curve downward' was the often-stated goal that time. This law does have several worthy features, including the expansion of Medicare as well as subsidies for private health insurance. But it is a matter of spirited debate whether it will succeed in bending downward the cost curve. The CBO projections, including its baseline case, are pessimistic. However, the 2010 Medicare Trustees Report offers a much more favourable assessment, concluding that 'The financial outlook for the Medicare programme is substantially improved as a result of the far-reaching changes in the Patient Protection and Affordable Care Act' (Medicare Trustees, 2010, p. 8) .
As of 2020, the Medicare Trustees estimate that the health care reform bill will generate a reduction in savings amounting to about 0.6% of GDP, i.e. nearly $90 billion a year in today's economy. Projecting further into 2080, the Trustees estimate the impact of the Obama reforms as reducing Medicaid costs massively, by more than 40% relative to GDP. This is not the place to adjudicate between the CBO and Medicare Trustee forecasting models. But these differences do underscore the highly tentative nature of any such projections. The Medicare Trustee findings do also highlight another point-that transforming the US health care system so that it comes more closely into line with the other advanced economies can, almost by itself, bring the federal government's structural deficit close to its historical level of around 2% of GDP.
However, let us allow that, because of the power of the private health insurance and drug companies, the idea of bringing the US health care system fully in line with other advanced economies is unrealistic. It should nevertheless be reasonable to expect that we could achieve at least half the level of available savings through health care reform measures. These would include the recent Obama measures and any additional initiatives aimed especially at establishing controls on the drug and insurance industries. It is reasonable to expect that such savings could reduce the government's annual structural deficit by about $150 billion.
Military budget.
The US military budget rose from 3% of GDP at the end of the Clinton presidency to 4.3% at the end of the Bush era. Under the Obama administration's budget for 2011, military spending will total $712 billion, which is 4.7% of projected GDP for the year. If the US returned to the 2000 level of military spending relative to GDP, that alone would yield $285 billion in budgetary savings, i.e. more than half the amount needed to bring the structural deficit within the historic range of 2% of GDP. Of course, as with health care, it may not be politically realistic to achieve that level of savings within the military budget. But even within the range of what Washington insiders consider realistic, the Pentagon should be able to target around $140 billion in annual savings. 19 This would still maintain a military budget at nearly $600 billion, or 4% of GDP. In its various incarnations, the tax rate proposed most frequently has been 0.5% for all stock sales. A viable tax structure could begin from this figure, along with a sliding scale on all other financial transactions. For example, the tax on a 50-year bond would be set as equal to the 0.5% rate on stocks, with the tax rates falling proportionally on bonds of shorter maturity (e.g. the tax rate on a 40-year bond would be 0.4%). Working within this framework, Dean Baker and I, along with colleagues, have estimated that this tax would raise approximately $350 billion per year if speculative trading did not decline at all after the tax was imposed (Pollin et al., 2003; Baker et al., 2009) . But even if trading declined by 50% as a result of the tax, the government would still raise about $175 billion annually. It would do so while also discouraging excessive speculative trading on financial markets.
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Overall then, if we take high-end figures for revenues for a financial transaction along with savings from health care and military spending cost controls, we can get well above the roughly $450 billion needed to bring the structural deficit within 2% of GDP. But we can still achieve around $450 billion in total deficit reduction through much more modest assumptions about generating revenue from a financial transaction tax and cost savings for health care and the military.
Could cuts in military and health care spending themselves create unemployment, just as the economy is rebounding from the recession? This is possible, if the recovery remains weak over the next two to three years. However, the most effective way to address this concern is not to maintain wasteful levels of military and health care spending, but rather accelerate the transition to a clean energy economy. Per dollar of spending, clean energy investments generate about 50% more jobs in the USA than military spending and three times more jobs than spending within the fossil fuels industry. This includes employment opportunities across all job categories and levels of educational credentials. 
Conclusion
In the immediate aftermath of the 2008-09 financial crisis and Great Recession, governments throughout the world pursued strongly expansionary macroeconomic policies to fight mass unemployment and promote a strong recovery. However, within two years of these policies being enacted, a giant about-face occurred in mainstream policymaking circles. This newly dominant approach asserts that reducing government indebtedness needs to be set as the overarching priority of macroeconomic policy in the USA and elsewhere. The deficit 19 See Pemberton and Korb (2011) on debate around the US military budget. 20 See McCulloch and Pacillo (2011) for an excellent recent review of the literature on financial transaction taxes.
21 See Pollin and Garrett-Peltier (2009). hawks advancing this position see austerity conditions as the bitter medicine that governments and populations will have to swallow in order to fight the overarching problem of excessive government debt. As of this writing, the mainstream debate in the USA between Democratic and Republican policymakers and their economic advisors is over how best to reduce the government's debt in both the short-and long-terms. Both sides appear to agree that reducing government debt should indeed be the overarching policy concern. However, as I have aimed to show here, the primary specific concerns in this mainstream debate-over rising interest rates and inflation, as well as an excessive government debt burden caused by the ARRA programme-are all unsupported by evidence. As one fundamental case in point, there is basically no recognition in these discussions over the fact that federal government interest payments are at near historic lows and will remain so at least over the short run.
Beyond this, I show that there are straightforward reasons as to why the ARRA did not stimulate a strong recovery in the period since its enactment. The major factors are bound up with the severity of the financial crisis and recession itself. The collapse of the financial bubble led to the collapse of household wealth as well as to the subsequent lock up of credit markets for smaller businesses.
Working through these explanations then enabled us to achieve some new clarity as to the types of measures that could be implemented under the ongoing critical macroeconomic conditions. We need to keep the floor on household spending as firm as possible through continued large fiscal deficits and we need to enact policies capable of pulling on a string. That is, we need to move the massive cash hoards-in the range of 10% of GDP-held by commercial banks into the spending stream, financing productive investments and promoting an abundance of good job opportunities. Considering the US fiscal position over the long term, the situation can only be enhanced through increasing the efficiency of the health care system, cutting the military budget and generating a large amount of revenue through taxing financial transactions.
The specific measures I have sketched here to achieve these ends are by no means intended up-or-down, all-or-nothing proposals. They rather aim to demonstrate that we are far from having exhausted the available policy tools for pulling the economy out of the ditch in which it remains stuck. At the same time, at least in the short run, the austerity policies advocated by deficit hawks will certainly bring more unemployment, as well as painful cuts in social programmes vital to people's well being. This is all while the deficit hawks offer no coherent arguments as to why this inevitable short-term pain is bound to produce long-term gains for the overwhelming majority of the population.
